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THE U.S. ECONOMY—WHERE IS IT?
WHERE HEADED?
By ROBERT W. STORER, Vice-President, The Manufacturers
National Bank of Detroit

BACKGROUND—EVENTS SINCE 1945
1. At end of war every element of
economy ready for high prosperity.
2. Savings — supply of money — flush,
from wartime, deficit financing, high
earnings and nothing to spend it on.
3. Wage rates permanently higher,
brought large numbers into “middle
class.”
4. Consumer needs—especially for dur
able goods—very great, from ample
money and non-availability of goods.
5. Boom in marriages and birthrate
was expanding market for consumer
goods. People liked the suburbs—
moved there. They liked some new
parts of the country—moved there.
6. Industry, too, was long on money,
short on plant, and paying record
high wages.
7. These high wages were a strong in
centive to industry to substitute ma
chine-hours for expensive man-hours,
that is, to mechanize.
8. All the engineering, scientific and
technical ingenuity that had gone
into the war went into providing this
new plant and equipment.
9. With this bursting demand and sup
ply situation, and with ample means
of payment, we naturally had a ma
jor economic boom.
10. We have now made good most of the
deferred demand that existed at the
end of the war.
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DIFFERENCES FROM THE PAST
1. The Government will maintain the
money supply
a) by having insured most bank de
8.
posits
b) by having insured many mort
gages and other loans
c) by supporting certain key com
modity prices
9.
d)
by heavy stockpiling
e)
by limiting speculative credit, so
5

that unsound loans are held to a
minimum
f) by refraining from sudden creditrestrictive measures.
The Government has a mandate to
maintain full employment and has
been “leaning against the wind” as
regards business activity.
Technologically, the country is very
active, and productivity per man
hour is high and rising, under the
spur of still-rising wage costs.
Corporate business is better and
stronger than ever before:
a)
better financed
b) better and more scientifically
managed
c) with better and quicker private
and Government statistics for
control
d) companies are better diversified
as to products and markets than
formerly
e) there is better accounting and
budget control than formerly.
Capital budgets are less volatile
and this promotes stability.
Organized labor keeps the pressure
on for higher wages and better
fringe benefits, thus keeping manage
ment on its toes to maintain profit
margins by greater efficiency and
new capital expenditures.
Speculative credit is at a low level
and there is no dangerously over ex
panded credit situation.
Most debt, especially long-term debt,
is on a monthly amortized basis.
This keeps deposits moving and con
fronts nobody with a dangerously
large maturity.
The money supply, level of com
modity prices, the volume of produc
tion and the level of wages are in
good balance with each other, re
quiring no great readjustment.
In short, there seems to be no major
maladjustment requiring a drastic
and painful correction.

(Continued from page 4)
OUTLOOK FOR 1955
be
excluded
from his gross estate. First,
1.
By mid-1953 we had this situation:
during
his
lifetime
he will be denied the
a) We had made good most of the
accumulated shortages and needs advantage of one of the choicest types of
left over from the depression, collateral for loans that someday might be
needed in his business—the cash surrender
and World War II.
b) We had fought and concluded a value of his life insurance policy. Upon
his death the proceeds will not be available
half-war in Korea.
c) Consumer credit had risen, by to his estate for debts, taxes and expenses.
any yardstick, to rather high That alone would jeopardize his entire es
tate plan. It has been suggested that to
levels.
d) Inventories, partly to protect de overcome this, there could be a tacit agree
fense orders, were rather high, ment with his wife that she would make
relative to new orders and to the necessary funds available to the exec
utor. If so, however, it could, and most
sales.
likely would, be claimed that the donee was
2. By the present time, we have reduced holding the insurance in trust for benefit
inventories by several billions. Con of the estate and any part of the proceeds
sumer credit first shrank and is ex so used would be subjected to estate tax.
panding moderately. Defense orders
Where the proceeds are not includible in
and spending have dropped.
the
gross estate, they could not form part of
3. The slack has partly been taken up
by income tax reductions, which have the marital deduction. That would pyramid
encouraged consumers to maintain property that would be taxable to his wife’s
estate upon her death. Thereby, it would
their purchases.
merely
postpone the estate tax and perhaps
4. Until lately, business capital ex
put
it
in
an even higher bracket. In addi
penditures have also been well main
tion, it could completely distort the intended
tained.
5. The net effect has been that industrial division of property between the wife and
production has dropped from a 1953 other beneficiaries.
If the policies were transferred to chil
high of 137 (1947-49 average=100)
to a figure for the past several months dren who happened to be minors upon the
death of the insured, a legal guardian would
of 124.
be
required. That is not only costly, but
6. For 1955 we can expect, as a result
of these short and long term in very troublesome. The funds would not be
fluences something like the following available to meet the estate’s cash require
ments and the principal would not be avail
pattern:
able to the children except under Court
a) Defense spending will decline
Order.
somewhat further.
Assigning the policies to an irrevocable
b) New plant and equipment spend
ing will drop by about 5% from trust would cure some of the foregoing de
fects. The insured, however, still wouldn’t
1954.
c) Inventory liquidation, over-all, have use of the cash value of the policies
will be replaced by a slight inven as collateral. Nevertheless, the irrevocable
trust seems to be generally accepted as the
tory accumulation.
d) Productivity per man-hour will best bet in freeing insurance proceeds from
estate tax. Certainly it has some distinct
rise as usual.
e)
The labor force will be larger.advantages.
In any event, however, where a policy is
f) Industrial production will rise
assigned, gift tax is involved—and it must
from 124 to about 130.
g) Unemployment will rise slightly, be remembered that the gift tax is based on
and there will be much discussion the replacement value, rather than on the
of Government intervention to cash surrender value of the policies. If
assigned to a discretionary trust, the $3,000
stimulate the economy.
h) The Consumer Price-Index (The annual exclusion would not apply. Further
“Cost-of-Living” index) will re more, if the insured should die within three
years after date of assignment, his executor
main about where it is.
i) Unless consumers buy more—as most assuredly would have to combat the
they may well do—there will be “transfer in contemplation of death” con
renewed talk of personal income tention of revenue agents.
tax reductions.
(Continued on page 14)
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